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The Impact of Monetary Stringency on Business Investment 

X HE year 1966 was characterized by 
one of the severest credit squeezes of 
the past half century. In the late 
summer, interest rates oh high quaUty 
corporate bonds reached a level that 
had not been matched since the early 
1920's and that was approached only 
briefly in 1932. The 1966 developments 
reflected a series of restrictive monetary 
measures taken by the Federal Ee­
serve Board to offset the inflationary 
effect of a surging demand for goods 
and services from virtuaUy aU sectors 
of the economy. WhUe fiscal policy 
and moral suasion.were also used to 
combat inflationary tendencies, there 
was an unusuaUy heavy reliance on 
monetary measures. 

These measures were initiated around 
the end of 1965 and were intensified 
from the spring of 1966 untU the faU, 
when the Board apparently moderated 
its restrictive poUcy because of the 
waning of inflationary pressures. Net 
free reserves of member banks (excess 
reserves less borrowings from Eeserve 
Banks) declined substantiaUy from 
January to October and then started 
to increase. The seasonaUy adjusted 
money stock (currency plus demand 
deposits), which had been rising 
markedly, declined from AprU to Octo­
ber; it then leveled off and in early 
1967 experienced a recovery. Although 
the money stock plus time deposits 
(which is considered by some economists 
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to be a more comprehensive measure 
of money supply) increased moderately 
from AprU to October, the rate of 
growth was much lower than in the 
preceding or foUowing periods. Most 
capital market interest yields reached 
a peak in the late summer, though 
others—such as those on short-term 
bank loans and housing—did not ease 
untU close to the end of the year. 

As a result of these developments, 
1966 provides an unusuaUy favorable 
basis for studying the economic effects 
of restrictive monetary measures. Econ­
omists have generaUy assumed that 
such measures (acting through interest 
rates, credit avaUabiUty, and perhaps 
directly through the money supply) 
have their most important impact on 
the demand for different types of in­
vestment and quasi-investment goods, 
including housing, plant and equip­
ment, inventories, consumer durables, 
and State and local construction. How­
ever, except for housing where the 
evidence is reasonably clear, there has 
been no convincing empirical verifica­
tion of this. One of the basic difficulties, 
of course, involves separating the effects 
of tight money from the effects of all the 
other influences on investment demand, 
particularly since restrictive monetary 
policy and booming demand usuaUy 
coincide. The rapid and substantial de­
cUne in housing investment starting in 
the second quarter of 1966—which was 
associated with evidence of a tightening 
in the avaUabiUty of mortgage money 
rather than with a weakening in basic 
demand—points to the dramatic im­
pact of tight money on the housing 
market in that period. However, it is 
much more difficult to isolate the im­

pact on other sectors. For business 
investment in plant and equipment and 
in inventories, which constitutes by far 
the largest part of total private invest­
ment, there are no obvious indications 
in the 1966 national accounts or in 
other avaUable data of any substantial 
effect of restrictive monetary poUcy, 
though there is some evidence of a 
moderate slackening in nonresidential 
construction starting in the second 
quarter of the year. 

An examination of earUer experi­
ence also points to an indeterminate 
relationship between tight money pol­
icy and business investment, again 
reflecting, at least in; part, the co­
incidence of such poUcy and booming 
demand. Econometric attempts to iso­
late the effects of monetary poKcy 
from other supply and demand con­
siderations affecting business invest­
ment have been inconclusive. Depend­
ing on the econometric model utUized, 
it is possible to point to significant 
interest rate effects on plant and 
equipment but not on inventories, on 
inventories-but not on plant and equip­
ment, on both, or on neither. Gener­
aUy, the negative results seem more 
impressive than the positive results. 
The latter are frequently derived by 
testing a large number of models 
that turn out to have insignificant or 
even incorrect interest rate effects 
before models with nominaUy sig­
nificant effects of correct sign are 
obtained. Many attempts have also 
been made to obtain insights into 
the relationship between financial fac­
tors and business investment on the 
basis of interviews with businessmen 
or questionnaires fUled in by them. 
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However, these have provided quaU-
tative rather than quantitative infor­
mation and have suffered from the 
absence of objective data against which 
the responses could be checked. 

The survey approach 

In an attempt to fiU in this striking 
gap in our basic knowledge about the 
effects of monetary pohcy, we decided 

k to use the unique potential provided 
by the surveys of actual and antici­
pated investment in plant and equip­
ment and in inventories conducted 
regularly by OBE and the Securities 
and Exchange Commission.' 

• In late March, a special questionnaire 
was sent to aU firms cooperating in 
these surveys (except for certain trans­
portation companies). The question­
naire asked for: (1) the factors causing 
appreciable differences between actual 

1 plant and equipment expeniUtures in 
1966 and the expenditures anticipated 
early in the yeiar (both figures are 
coUected in the regular surveys); (2) 
detaUed information on the timing and 
magnitude of any reductions in plant 
and equipment or inventory outlays 
that resulted from financial market 
factors during 1966, along with the 
specific factors or contUtions primarUy 
responsible; and (3) detaUed informa­
tion on the impact of 1966 financial 
market factors on 1967 investment 
anticipations both for plant and equip­
ment and for inventories, again with 
the factors primarUy responsible. The 
first .section of the questionnaire was 
designed to give essentiaUy qualitative 
information, along Unes coUected in two 
earlier studies,^ on the relative im­
portance of the different factors (in­
cluding financial market developments) 
responsible for revisions in planned 
plant and equipment expenditures in 

' The plant and equipment survey normally collects 
both annual and quarterly data on actual and anticipated 
outlays for up to a year ahead from a large sample of U.S. 
nonfarm business firms. Anticipated quarterly inventory 
investment is collected regularly from manufacturing firms 
only. For tho present study, the reporting panel for the 
broader plant and equipment survey was used. 

2 See Irwin Friend and Jean Bronfenbrenner, "Business 
Investment Programs and Their Realization," SURVEY, 
December 1960, and Murray F. Foss and Vito Natrella, 
"Investment Plans and Realization," SURVEY, Juno 1057. 

1966. The second and third sections 
were designed to probe, for the first 
time, much more deeply into the size 
and timing of, as weU as the reasons for, 
the impact of the financial market 
developments on business investment, 
including inventories as weU as plant 
and equipment, and to separate the 
direct from the indirect effects more 
expUcitly. The questionnaire used for 
this study and technical notes de­
scribing the sample are appended to this 
article. 

Before turning to a discussion of the 

survey results, we might note that 1966 
can be regarded as a critical test of the 
potential impact of monetary poUcy 
on business investment. In view of the 
severe impact on the housing market in 
the second half of the year and the 
disruption of the municipal bond 
market in late August, it is difficult to 
conceive of the appUcation of even 
stronger doses of generaUy restrictive 
monetary poUcy, unless more heroic 
measures are taken to at least partiaUy 
insulate those sectors most sensitive to 
credit stringency from its impact. 

Factors Accounting for Appreciable Changes in 
1966 Plant and Equipment Expenditures 

Of the 4,418 firms (out of 8,876 firms 
surveyed) whose repUes to the special 
questionnaire were received in time to 
be included in the tabulations for this 
article, 1,057 repUed that their actual 
1966 plant and equipment expenditures 
had been changed appreciably—either 
in aggregate doUar amounts or in com­
position—from the outlays expected 
early that year.^ These firms were asked 
to indicate the most important ("prin­
cipal") factor and other major factors 
causing upward and/or downward devi­
ations between actual and anticipated 
expenditures. The major purpose of this 
part of the questionnaire was to give 
perspective on the relative importance 
of different factors causing revisions in 
1966 plant and equipment programs. 
Since simUar information had been col­
lected for 1949 and 1955 in earUer 
studies, rough comparisons can be made 
with these earUer periods. 

' A comparison was made between the qualitative replies 
("yes" or "no") to question 1 otthe questionnaire ("Were 
your actual expenditures for plant and equipment changed 
appreciably, either in terms of aggregate dollar amount or in 
composition or form, from those expected early that year?") 
and tho dollar amount ot difleronco between anticipated and 
actual expenditures as reported iu the regular OBE-SEC 
investment surveys. A higlier proportion of firms answering 
"yes" than of those answering "no" to question 1 had devia­
tions greater than plus or minus 20 percent (76 percent as 
compared with 67 percent). For the largest size manufactur­
ing Arms, this difference was more pronounced (60 percent as 
compared with 53 percent). It allowance wore made for tlio 
inclusion of compositional as well as aggregative changes in 
the replies to question 1, the differences indicated above 
would presumably bo larger. 

Both for the 1,057 respondents as a 
group * and for the different size cate-
gories,^ increases in anticipated plant 
and equipment expenditures were more 
common than decreases in 1966 (tables 
1 and 2). Moreover, a change in the sales 
outlook was by far the most important 
single factor accounting for increased 
plant and eqmpment outlays over antic­
ipated levels in 1966. The other factors 
that on balance tended to increase out­
lays significantly were changes from 
expected plant and equipment costs 
or prices, technological developments, 
mergers or acquisitions, and routine 
underestimates. 

The most important factor depressing 
plant and equipment outlays was the 
delay in equipment deUveries and/or 
construction progress; this was more 
dominant than any of the factors ac­
counting for increases. The other fac­
tors that on balance tended to signif­
icantly depress outlays included in 
financial market conditions, the invest­
ment tax credit, working capital re-

* It should bo noted that tho 1,057 respondents gave 423 
principal factors and 798 other major factors as reasons for 
increases from planned expenditures and 322 principal factors 
and 692 other major factors as reasons for downward revisions 
from planned expenditures. Thus, the figure 1,057 cannot be 
constructed from the data in tables 1 and 2. 

' A more detailed size distribution than the one presented 
in this article is available and has been used for analytical 
purposes. 
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quirements, and net earnings. The most 
important single factor depressing out­
lays in the "other factors" category 
was the program of voluntary restraint 
initiated by the Administration in early 
1966. Not surprisingly, in vicAV of the 
greater importance of debt than of 
external equity financing, unantici­
pated changes in the avaUabiUty and 
cost of debt financing affected many 
more firms than corresponding changes 
in the equity markets. 

Size and industry comparisons 
Chart 7 portrays differences in the 

relative importance of factors respon­
sible for deviations between anticipated 
and actual plant and equipment expend­
itures by size of firm. It indicates that 
unexpected delays in equipment de­
Uveries and in construction progress 
were much more important in reducing 
outlays for the larger firms than for the 

smaUer ones. Although the capital 
goods supply situation was also infiuen-
tial in raising planned outlays—when­
ever an unexpected easing of equipment 
deliveries and construction progress 
occurred—^its impact was clearly less on 
upward capital outlay revisions than 
on do%vnward revisions, and also varied 
directly with the size of firm. The net 
reduction in expenditures (decreases 
less increases) attributable to the capi­
tal goods supply situation was rela­
tively most important for the largest 
firms. 

Among firms spending more than 
originaUy planned for plant and equip­
ment, the relative importance of higher-
than-expected sales was greatest for 
those -with assets of $10 mUlion to $50 
mUlion. Deviations from expected sales 
were considerably less important among 
firms with downward revisions in capital 

spending than among firms with up­
ward revisions. Changes from earUer 
expectations in net earnings were far 
less influential than changes . in sales 
outlook for companies reporting in­
creased capital spending, especiaUy 
among larger firms, but ' were as im­
portant as, or more important than, 
sales among firms spending less than 
programed. The relative importance of 
other frequently cited factors, such as 
financial market conditions and plant 
and equipment costs, did not appear to 
vary significantly among firms of differ­
ent asset size. 

An analysis of the reasons given for 
deviations in 1966 between planned and 
actual capital outlays did not reveal 
appreciably different patterns of moti­
vation for changes in outlays, except 
for public utUities. UtUities mentioned 
financial market developments as a fac-

T a b l e 1 . — F a c t o r s R e s p o n s i b l e f o r D e v i a t i o n s B e t w e e n A n t i c i p a t e d a n d A c t u a l P l a n t a n d E q u i p m e n t E x p e n d i t u r e s i n 1966 • 

Number of firms reporting changes from e.xpectations in -

Distribution of principal factors 

Increasing 
outlays 2 

Decreasing 
outlays -

Number ^ 

Increasing 
outlays 2 

Decreasing 
outlays' 

Percent 

Distribution of other major factors 

Increasing 
outlays 2 

Decreasing 
outlays 2 

Number * 

Increasing 
outlays 2 

Decreasing 
outlays 2 

Percent 

1. Sales outlook -. 
FirmsAvith sales above expectations. 
Firms with sales below expectations-
Firms not specifying direction 

2. Current expenses.. 

3. Net earnings 
Firms with earnings above expectations. 
Firms with earnings below expectations. 
Firms not specifyhig direction 

4. Working capital requirements 

5. Timing of deliveries and/or construction progress. 

6. Plantand equipment costs (viz, prices paid) 
Firms with costs above expectations 
Firms with costs below expectations 
Firms not specitymg direction 

7. Financial market conditions 5 
Ffrms mentioning availability and cost of debt financing... 
Firms mentioning availability and cost of equity financing., 

8. Technological developments 

9. Investment tax credit 6 

10. Mergers or acquisitions ' 

11. Routine underestimation or overestlmation». 

12. Accidental damage K 

13. All other factors - -

Totals' 

112 

18 
15 
3 
0 

11 

69 

31 
26 
1 
4 

4 
2 
2 

27 

2 

40 

31 

11 

58 

423 

18 
1 

16 
1 

IS 

154 

8 
1 
4 
3 

35 
31 

4 

6 

16 

8 

9 

1 

26 

322 

:6.S 

2.1 

4.3 

2.6 

16.3 

7.3 

6.4 

.S 

9.5 

7.3 

2.6 

13.7 

100.0 

6.5 

1.6 

S.G 

4.7 

47.8 

2.5 

10.9 

1.9 

5.0 

2.5 

2.8 

.3 

8.1 

100.0 

163 
133 
18' 
12 

4 
9 

44 
38 
22 

67 

12 

44 

21 

6 

39 

798 

lOI 

119 
3 

108 

93 

73 
37 

25 

44 

S 

1 

0 

45 

692 

20.4 

8.1 

11.2 

7.1 

12.3 

n.7 

5.5 

8.4 

1.5 

5.5 

2.6 

.8 

4.9 

100.0 

14.6 

9.5 

17.2 

13.4 

11.3 

3.8 

12.4 

3.6 

6.4 

1.2 

.1 

.0 

6.5 

100.0 

. 1. Based on factors cited by firms answering "yes" to question: "Were your actual 1966 
expenditures for plant and equipment changed appreciably, either in terms of aggregate 
dollar amount or in composition or form, from those expected early that year?" 

2. Increasing (decreasing) outlays refer to 1966 expenditures higher (lower) than anticipated 
by the firm early in 1966. 

3. Not all firms specified the principal factor. Where only one major factor was indicated, 
this was taken to be the principal factor. 

4. A number of firms specified several major factors. 
5. Tho total may be smaller than the sum of the components si.nce some firms mentioned 

both debt and equity financing. 
6. Specified under "other factors" in the questionnaire. 
7. Percentage components may not add to 100 percent because ot rounding. 
Sources: U.S. Department ot Commerce, Office of Business Economics, and Seourities 

and Excliange Commission. 
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tor responsible for reducing planned 
capital outlays relatively much more 
frequently than did manufacturing and 
aU other industries covered. Financial 
markets accounted for one-fourth of aU 
cases of decreased outlays among the 
utiHties and for one-tenth and one-
eighth of aU cases among manufactur­
ing and aU other industries respectively. 
Among companies spending less than 
planned, pubUc utUity firms cited equip­
ment dehvery and construction delays 
as major factors twice, as often as 
manufacturing firms and about three 
times as often as aU other industries. 

Comparison with earlier studies 
The relative influence of factors 

principally responsible for deviations 
from planned investment in plant and 
equipment as reported in the survey 
for 1966 may be roughly compared 
mth similar information coUected for 
1949 and 1955 in two earUer studies. 
(See technical notes.) This comparison 
(chart 8) is limited to manufacturing 
firms. Perhaps the most striking dif­
ference between the 1966 results and 
those for 1949 and 1955 is the increased 
infiuence of both financial market 
developments and capital goods supply 
conditions in effecting reductions from 
planned capital outlays. Financial mar­
ket developments were mentioned as 
the principal factor inducing do^vn-
ward revisions in plans in 11 percent 
of the 1966 cases as compared with 1 
percent or less in 1949 and 1955. 
Slower-than-expected equipment de­
Uveries and construction progress were 
cited as the principal reason for down­
ward changes in spending in about 48 
percent of the cases in 1966, as com­
pared with 38 percent and 17 percent, 
respectively, in 1955 and 1949. 

The marked decUne in the relative 
importance of the sales outlook among 
firms spending less than planned from 
1949 (34 percent of aU principal factors 
cited) to 1955 (10 percent) and 1966 
(7 percent) is not too surprising in 
view of the cyclical differences among 
the years concerned. The year 1949 
was essentia.lly a recession year, and 
downward oha,nges in sales outlook 
during the year were far more common 
than in 1955 and 1966, years of rela­
tively high demand. 

For this article, the most interesting 
difference between the 1966 and 1955 
and 1949 results is the considerably 
greater influence that changes in finan­
cial market conditions had on the 
reaUzation of investment plans. How­
ever, even in 1966, financial market 
developments accounted for only 10.9 
percent of the principal factors cited 
by firms as responsible for appreciable 
downward revisions in plant and equip­
ment expenditures and 12.4 percent of 
the other major factors cited. Perhaps 
more significantly, firms citing financial 
market developments as the principal 
factor or as a major factor in such 
revisions accounted for only 0.8 of 1 
percent and an additional 1.9 percent, 
respectively, of the total number of 
firms responding to the questionnaire.^ 
Moreover, there was some offset since, 
rather surprisingly, a sizable number of 
firms reported that unexpected changes 
in financial market conditions tended 
to increase their 1966 expenditures. 
A number of these firms presumably 
found conditions in the financial mar­
kets more favorable than they had 
expected, while others may have raised 
and spent money earUer than they had 
originaUy planned in anticipation of a 
further deterioration in the market.'^ 

It should be noted that firms in­
creasing expenditures as a result of 
financial market developments rarely 
gave this as the principal reason for 
differences between planned and actual 
outlays. A high proportion of the firms 

increasing expenditures as a residt of 
financial market developments were 
operating at a very high rate of capac­
ity utUization (as of the middle of the 
year), and this may have been asso­
ciated with relatively favorable finan­
cial terms. 

Tables 1 and 2 do not provide ade­
quate information for even roughly 
estimating the quantitative impact of 
monetary restrictions on the realization 
of plant and equipment expenditures in 
1966. However, they do indicate that a 
relatively small number of firms were 
appreciably affected. For purposes of 
estimating the national impact, it vn\l 
be necessary to refer to the data pre­
sented in the foUowing section. 

However, before doing so, we may 
point out that tables 1 and 2 provide 
more detaUed data than had previously 
been avaUable on the relationship be­
tween the realization of sales, earnings, 
and plant and equipment price expec­
tations, and the deviations between 
actual and anticipated plant and equip­
ment expenditures. The last of these 
relationships is of particular interest, 
since it indicates a positive correlation 
between the direction of the change in 
plant and equipment prices (i.e., above 
or below expectations) and the direc­
tion of the, change in the doUar value 
of expenditures. Apparently, higher 
capital goods prices are more likely to 
increase than to decrease the doUar 
value of plant and equipment expendi­
tures, at least in the short run when 
demand is reasonably buoyant. 

Impact of Financial Market Factors on 
1966 Plant and Epipment Expenditures 

Tables 3 and 4 provide the basic data 
needed to appraise the impact of 1966 
developments in the money and capital 
markets on plant and equipment ex-
l^enditures in that year. The most 
important difference between the data 
indicating the proportion of firms 

• These ratios are obtained by dividing 35 and 86 (table 1, 
line 7) by. 4,418, the total number ot firms responding to the 
questionnaire. 

' There is some suggestion ot such an anticipatory effect in 
the intensified capital markets activity in Juno 1967, after a 
renewed upsurge in interest rates. 

with some reduction in expenditures 
because of financial market develop­
ments (table 3 and subsequent tables) 
and the data indicating the proportion 
of firms viith an appreciable reduction 
in expenditures for the same reasons 
(table 1 and 2) is, of course, the broader 
coverage of the data in table 3. ^ How-

* It is oven possible that a few firms included in table 3 
experienced appreciable reductions in plant and equipment 
expenditures duo to financial market developments but may 
not be included in tables 1 and 2 because ot offsetting in­
creases in expenditures duo to other reasons. 
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ever, there are also several other differ­
ences in the scope of the data presented 
in these two sets of tables. In their 
replies to the questions presented in 
table 3, a number of firms included the 
voluntary restraint on investment urged 
by the Administration early in 1966 as 
a financial development causing a re­
duction in their outlays, whereas such 
restraint was treated separately in the 
questionnaire data presented in tables 
1 aod 2. On the other hand, the cover­
age of financial market effects in table 
3 may be less inclusive than in tables 1 
and 2, both because differences in com­
position as well as magnitude may be 
reflected in tables 1 and 2, and because 
the indirect impact of credit restraint 
on the firm's investment operating 
through its customers may have been 
treated differently. 

Direct and indirect effects 

In addition to the direct impact that 
credit restraint has on investment 
(i.e., through the increased cost of 
financing), two other mechanisms may 
be of considerable importance: (1) an 

indirect, or "accelerator," effect, which 
occurs when a fitrm's sales, and there­
fore its capital requirements, are re­
duced because of the impact of financial 
market conditions on its customers, and 
(2) an "expectational," or "quasi-
accelerator," effect, which arises when 
the firm anticipates—whether correctly 
or not—a subsequent reduction in sales 
below the level that would have oc­
curred in the absence of credit restraint 
and, on the basis of that expectation, 
reduces its current investment. 

In the repUes on which table 3 is 
based, firms were asked to exclude 
indirect effects.' The questionnaire fur­
ther attempted to distinguish cases in 
which the increased cost of funds was 
the primary consideration from those 
in which an unfavorable influence on 
expectations was most important. 

• In contrast, firms were not specifically requested to 
exclude such indirect effects in their replies presented in 
tables 1 and 2. (These replies were obtained from the first 
section of the questionnaire, which followed the format of 
the two earlier surveys.) However, respondents to the first 
section of tho current survey questionnaire were provided 
with a checklist that included such factors as the sales out­
look, net earnings, and the availability and cost ot debt and 
equity financing. 

BBBB CHART 7 

Factors 1 Responsible for Deviations Between Anticipated and Actual 
Plant and Equipment Expenditures, All Industries, 1966 

Factors INCREASING Expenditures: 2 Factors DECREASING Expenditures: 2 

Sales Outlook 

Net Earnings 

_Jiming of Equipment Deliveries '; \' ,-
""and/or Construction Progress" -.-*-'-- 5 and/or Construction Progress' 

Plant and Equipment Costs 

Financial Market Conditions 

All Other Factors 

Under 
$10 mil. 

$10 to 
$49.9 mil. 

$50 mil. 
a n d over 

ASSET SIZE CLASSES 

^ Percent of factors cited by companies in each asset size class. 

1. Includes "principal" as well as "other major" factors. 

2. Changes in actual expenditures from anticipations reported early in 1966 in OBE-SEC survey. 

U.S. Department ot Commerce, Office of Business Economics 

Under $10 to $50 mil. 
$10 mil. $49.9 mil. and over 

ASSET SIZE CLASSES 

(A reduction in investment resultiog 
directly from the higher cost of funds 
is considered autonomous, while one 
resulting from a decline in actual sales 
is an induced effect. The latter is 
particularly likely to occur for capital 
goods producers or for firms supplying 
the housing industry; however, it may 
also occur quite generally if the autono­
mous reduction in investment causes, 
through a multipher relationship, a 
reduction in consumption. The impact 
of an anticipated decline in sales is 
autonomous in the period prior to the 
reaUzation of the anticipation. How­
ever, to the extent that the anticipated 
effects are ultimately realized, such 
reductions can be regarded as induced 
in a longer run perspective.) 

Table 3 probably includes expecta­
tional (or "quasi-accelerator") effects 
to a significant degree, since many firms 
indicated that financial market develop­
ments, by affecting the general business 
outlook, caused a reduction in invest­
ment and this presumably reflects an 
attempt by these firms to anticipate 
the resultant dechne in their sales. The 
relatively high incidence of firms citing 
the changed business outlook as the 
basis for the financial market influence 
perhaps also indicates that, notwith­
standing questionnaire instructions to 
exclude such cases, some companies 
attributed to financial market develop­
ments those reductions in investment 
resulting proximately from actual de­
clines in sales and only indirectly from 
monetary stringency. Thus, even table 
3 may contain some indirect effects, 
though probably not to the same extent 
as tables 1 and 2. 

As would be expected, the proportion 
of firms indicating that they had made 
some reduction in expenditures because 
of financial market developments is 
considerably larger than the propor­
tion noting an appreciable downward 
effect. (See tables 1 and 2.) I t may be 
noted that this difference in the number 
indicating appreciable vs. some reduc­
tion in expenditures was relatively 
more pronoimced for the smaller firms 
and less marked for the larger firms. 

An internal check was made on the 
consistency of the answers to the parts 
of the questionnaire tabulated in table 
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3 and those tabulated in tables 1 and 2." 
I t shows that only a few firms which at­
tributed to financial market develop­
ments the principal responsibihty for an 
appreciable downward adjustment in 
1966 plant and equipment programs 
(question 2g) did not also indicate that 
such developments had caused at least 
some reduction in expenditures (ques­
tion 5a). Information obtained from pre­
liminary interviews with some of these 
firms suggests that when they attributed 
to financial market developments a re­
sponsibihty for downward adjustments, 
they were referring to the indirect im­
pacts ot such developments through 
their customers; consequently, in ques­
tion 5a they were specificaUy re­
quested to exclude such impacts. There 
were more differences between the two 
sets of answers among, firms giving 
financial market developments as a 
major but not the principal reason for 
an appreciable downward adjustment 
in outlays; most of these were among 
the smaUest firms with less than 
$500,000 in plant and equipment ex­
penditures. A higher proportion of the 
larger than of the smaUer firms 
answered both questions affirmatively. 

A relatively high proportion of the 
firms which answered that financial 
market developments had resulted in 
some reduction in their expenditures 
did not also indicate that as a result 
actual outlays were appreciably below 
those anticipated, either because this 
impact was considered to be rather 
smaU or because other factors inter­
vened with offsetting effects. (See 
table 3, lines 3 and 4.) A corhparison 
of the answers to these questions -with 
the distribution of the percentage re­
duction in expenditures (lines 6a-6e) 
leads to the interesting inference that 
the smaUest firms were likely to con­
sider only disparities between actual 
and anticipated outlays of 10 to 25 
percent or more as appreciable, where­
as the largest firms were likely to con­
sider disparities of 5 percent or more 
as appreciable. 

'" As one might expect, »much higlier proportion ol firms 
with 1968 plant and equipment expenditures below tliose 
programed early In that year than oi other firms stated that 
financial market developments had occasioned some reduc­
tion in their expenditures. 

Timing and magnitude of impact 

Table 3 indicates that the number 
of firms stating that they had made 
some reduction in plant and equipment 
expenditures as a result of financial 
market developments increased through­
out 1966. A relatively smaU number 
of firms were affected in the first 
quarter of the year. The rate of growth 
in the number affected picked up 
in the second and third quarters but 
moderated in the fourth quarter. 
Nevertheless, the final quarter of the 
year showed a peak number of firms 
affected in aU of the four size classes. 

The data used to compile this table 
also make possible a rough estimate of 
the quantitative impact of monetary 
restrictions on plant and equipment 
expenditures in 1966, and constitute 
perhaps the first plausible evidence on 
the overaU impact of monetary policy 
on such outlays during any period. 
Only 5.3 percent of the total number 
of firms responding indicated that they 
had made some reduction in expendi­
tures as a result of financial market 
developments, and there was relatively 
Uttle variation in this proportion among 

different size groups. (See chart 9; for 
basic data, see table 3, lines 1 and 3.) 
However, there was substantial varia­
tion in the relative magnitude of the 
effect for firms curtailing their expendi­
tures, with smaUer firms much more 
strongly influenced on the average than 
larger firms. 

The average percentage effect for 
firms curtailing outlays may be approxi­
mated for nonfinaneial firms within 
each size class from the two-way 
distribution of these firms by asset 
size and by size of the reduction due to 
financial market developments (table 3, 
lines 6a-6e) and for financial firms from 
a one-way distribution by size of reduc­
tion (table 4, luies 6a-6e). Two types of 
averages were used for this purpose, the 
estimated median, which probably un­
derstates the true mean, and the 
average obtained by assuming that the 
mean for each percentage reduction 
class interval was at its midpoint, which 
probably overstates the true mean." 

" For the 50 percent or more class, the average reduction— 
which has as its base actual plant and equipment expendi­
tures—was assumed to be 75 percent, and this may be unduly 
large, again contributing to overstatement of the thie mean. 

CHART 8 

Principal Factors Responsible for Deviations Between Anticipated and Actual 
Plant and Equipment Expenditures of Manufacturers, 1949,1955, and 1966 

Factors INCREASING Expetiditures: i Factors DECREASING Expenditures: i 

Sales Outlook 

Net Earnings 

Timing of Equipment Deliveries 
and/or Construction Progress 

Plant and Equipment Costs 

Financial Market Conditions \ 

All Other Factors 

1949 1955 1966 1949 1955 1966 

*Percent of principal factors cited by manufacturers. 

1. Cfianges in actual expenditures from anticipations reported early in specified year in OBE-SEC survey. 

U.S. Department of Commerce, Office of Business Economics 
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On this basis of the medians, the average 
percentage reduction for affected firms 
ranged from 19.1 percent for the small­
est nonfinaneial firms to 9.0 percent for 
the largest nonfinaneial firms. On the 
basis of the second set of averages, the 
corresponding figures ranged from 27.8 
percent to 13.2 percent. 

Estimation of national impact for 
1966 

The overall impact of monetary 
restrictions on plant and equipment 
expenditures in.1966 was estimated by 
first computing the sample ratio of the 
reduction in expenditures resulting from 
financial market developments to the 
aggregate outlays in each size class of 
nonfinaneial business and in aU financial 
business and then multiplying this ratio 
by the universe distribution of plant 
and equipment outlays among thse 
categories. The sample ratio for each 

size class of nonfinaneial business is 
obtained by multiplying the average 
percentage reduction of affected firms 
by the plant and equipment expendi­
tures of affected firms and dividing by 
total plant and equipment expenditiu-es 
of all sample firnas in that size class. 
The corresponding ratio for financial 
business is obtained simply as the 
product of the percentage of all sample 
financial firms reporting some reduc­
tions in expenditures as a result of 
financial market developments and the 
average percentage reduction of af­
fected firms in that industry {vnth both 
percentages expressed in ratio form). 

Reasonably refiable data are avail­
able on the universe distribution of 
plant and equipment outlays in non-
financial business by asset-size class 
and in financial business as a whole for 
the $60.6 billion aggregate of expendi­
tures in 1966 covered by the, periodic 
OBE-SEC surveys—which is essen­

tially the universe sampled in our spe­
cial survey. However, perhaps a more 
useful universe for purposes of general 
economic analysis is the comprehensive 
total of $75.0 biUion for nonfarm non­
residential fixed investment appearing 
in the national income and product 
accounts and including outlays of non­
profit institutions, real estate conapanies 
and professionals, capital outlays in oil 
and gas well drilling charged to current 
account, and a number of smaller 
items. The estimated size distribution 
of the • difference between the national 
accounts aggregate and the investment 
covered by the periodic surveys is 
subject to considerably more error than 
the OBE-SEC distribution but not 
enough to affect our results significantly. 

If we use the $75.0 bilHon total and 
assume that the survey results are 
representative of all industries included 
in the national accounts aggregate, 
the estimated reduction in 1966 plant 

Number of firms reporting changes from expectations in— 

Firms mentioning availability and cost of debt financing 
Firms.mentioning availability and cost of equity financing 

9. Investment tax credit ^ _.._ _. _ 

U, Routine underestimation or overestimation s _. 

13. All otherfactors 

Totals 6 

T a b l e 2—^Principal F a c t o r s R e s p o n s i b l e f o r D e v i a t i o n s B e t w e e n A n t i c i p a t e d 

Nonfinaneial firms only 

Under $1,000,000 assets 

Increasing 
outlays' 

Decreasing 
outlays' 

Number < 

14 
13 
1 
0 

0 

6 
5 
1 
0 

1 

5 

3 
3 
0 
0 

2 
2 
0 

2 

0 

2 

4 

5 

7 

51 

2 
0 
2 
0 

2 

2 
0 
2 
0 

1 

2 

0 
0 
0 
0 

2 
1 
1 

0 

0 

0 

3 

0 

2 

16 

Increasing 
outlays 3 

Decreasing 
outlays 5 

Percent 

27.5 

.0 

11.8 

2.0 

9.8 

5.9 

3.9 

3.9 

.0 

3.9 

7.8 

9.8 

13.7 

100.0 

12.5 

12.5 

12.5 

6.2 

12.5 

.0 

12.5 

.0 

.0 

.0 

. 18.8 

.0 

12.5 

100.0 

$1,000,000 to $9,999,999 assets 

Increasing 
outlays' 

Decreasing 
outlays 3 

Number * 

40 
37 
1 
2 

6 

10 
8 
2 
0 

8 

14 

10 
10 
0 
0 

1 
0 
1 

18 

2 

15 

17 

4 

17 

162 

7 
1 
6 
0 

2 

10 
0 

10 
0 

7 

23 

4 
1 
1 
2 

13 
12 

1 

3 

7 

2 

4 

0 

6 

88 

Increasing 
outlays' 

Decreasing 
outlays' 

Percent 

24.7 

3.7 

6.2 

4.9 

8.6 

6.2 

.6 

11.1 

1.2 

9.3 

10.5 

2.5 

10.5 

100.0 

8.0 

2.3 

11.4 

8.0 

26.1 

4.5 

14.8 

3.4 

8.0 

2.3 

4.5 

.0 

6.S 

100.0 

1. Based on "principal" factors cited by firms answering "yes" to question: "Were your actual 1966 expenditures for plant and equipment changed appreciably, either m terms of ag­
gregate dollar amount or in composition or form, from those expected early that year?" 

2. Includes financial institutions as well as a small number of nonfinaneial firms for which asset-size information was not avaUable. 
3. Increasing (decreasing) outlays refer to 1966 expenditures higher (lower) than those anticipated by the firm in early 1966. 
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and equipment expenditures as a result 
of financial market developments ranges 
from $370 miUion if the sample median 
percentage reductions are used to $560 
miUion if the sample "means" are used; 
the average is somwhat under $500 
miUion. ̂ ^ 

This estimate of the effect of finan­
cial market developments on 1966 
plant and equipment expenditures, al­
though probably the best available, 
is still subject to a considerable mar­
gin of error. Even if the data reported 
by the sample were impeccable, the 
blowup procedures might bias the 
results somewhat in either direction. 
On the one hand, such items as plant 
and equipment outlays of nonprofit 
institutions and professionals and cap­
ital outlays for oil and gas weU drilling 

•2 Using the less inclusive $60.6 billion total, for which the 
survey results are more representative, the estimated reduc­
tion ranges from $300 mUlion to $450 mUlion. 

charged to current account seem likely 
to be relatively insensitive to monetary 
restrictions; these items represent weU 
over haK of the difference between 
the national accounts aggregate and 
the investment covered by the periodic 
surveys. On the other hand, the cap­
ital outlays of real estate companies, 
which constitute somewhat under one-
fifth of this difference, are probably 
quite sensitive. 

Another . possible source of error 
is reporting bias. It could be argued 
that there is some incentive to exag­
gerate the effect of monetary tightness 
since any deflationary type of Govern­
ment intervention may be unpopular 
in the business community, but there 
is no reason to believe that any such 
bias is significant. Furthermore, if such 
a bias exists at aU, it would seem more 
likely to overstate than to understate 
the estimated reduction in 1966 plant 
and equipment expenditures. 

It could also be argued, in spite of 
the relatively high response rate in 
the special survey, that the nonrespond-
ents might have reacted differently 
from the respondents. Here again it 
might be anticipated that, other things 
being equal, firms significantly affected 
by financial market developments 
would be the most Ukely to fUl in the 
questionnaire (at least when size of 
firm is held constant). On the other 
hand, some firms may have been 
deterred from giving an aflSrmative 
answer on the effect of financial market 
developments by the larger number 
of questions they were asked.'^ 

As was previously mentioned, a 
number of firms classified the voluntary 
restraint on investment urged by the 

"However, firms could indicate that they had reduced 
their 1966 (or 1967) investment because ot financial market 
developments in 1966 without answering the subsequent, 
more detailed questions—an option that a few companies 
followed. 

and Actual P l a n t and Equipment Expenditures i n 1966 ' by A s s e t S i z e o f F i r m 

Nonfinaneial firms only—Continued 

$10,000,000 to $49,999,999 assets 

Increasing 
outlays' 

Decreasing 
outlays' 

Number < 

31 
27 
0 
4 

2 

2 
2 
0 
0 

0 

IS 

7 
6 
0 
1 

0 
0 
0 

2 

0 

10 

3 

2 

11 

85 

7 
0 
7 
0 

0 

4 
1 
2 
1 

3 

32 

1 
0 
1 
0 

7 
6 
1 

2 

6 

2 

0 

1 

5 

70 

Increasing 
outlays ' 

Decreasing 
outlays ' 

Percent 

36.5 

2.4 

2.4 

.0 

17.6 

8.2 

.0 

2.4 

.0 

11.8 

3.5 

2.4 

12.9 

100.0 

10.0 

.0 

5.7 

4.3 

45.7 

1.4 

10.0 

2.9 

8.6 

2.9 

.0 

1.4 

7.1 

100.0 

.$50,000,000 assets and over 

Increasing 
outlays' 

Decreasing 
outlays ' 

Number * 

26 
20 
4 
2 

1 

0 
0 
0 
0 

2 

17 

8 
5 
0 
3 

1 
0 
1 

2 

0 

10 

5 

0 

17 

89 

5 
1 
4 
0 

0 

2 
0 
2 
0 

4 

79 

2 
0 
1 
1 

12 
12 
0 

I 

3 

4 

1 

0 

11 

124 

Increasing 
outlays ' 

Decreasing 
outlays ' 

Percent 

29.2 

1.1 

.0 

2.3 

19.1 

9.0 

1.1 

2.3 

.0 

11.2 

5.6 

.0 

19.1 

100.0 

4.0 

.0 

1.6 

3.2 

63.7 

1.6 

9.7 

.8 

2.4 

3.2 

.8 

.0 

8.9 

100.0 

Increasing 
outlays 3 

AU firms = 

Decreasing 
outlays 3 

Number < 

112 
98 
6 
8 

9 

18 
15 
3 
0 

11 

69 

31 
26 
1 
4 

4 
2 
2 

27 

2 

40 

31 

11 

58 

423 

21 
2 

19 
0 

5 

18 
1 

16 
1 

15 

154 

8 
1 
4 
3 

35 
31 
4 

6 

16 

8 

9 

1 

26 

322 

Increasing 
outlays 3 

to 

Decreasing 
outlays 3 

Percent 

26.5 

2.1 

4.3 

2.6 

16.3 

7.3 

.9 

6.4 

.5 

9.5 

7.3 

2.6 

13.7 

100.0 

6.5 

1.6 

5.6 

4.7 

47.8 

2.5 

10.9 

1.9 

5.0 

2.5 

2.8 

.3 

8.1 

100.0 

4. Not all Arms specified the principal factor. Where only one major factor was indicated, this was taken to be the principal one. 
5. Specified under "otherfactors" in the questionnaire. 
6. Percentage components may not add to 100 percent because of rounding. 

Sources: U.S. Department of Commerce, Office of Business Economics, and Securities and Exchange Commission. 

2S9-653 0 - 6 7 - 3 
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Administration as a financial develop­
ment that caused a reduction in their 
outlays; this would tend to overstate 
somewhat the estimated effect of mon­
etary tightness in 1966. Similarly, the 
absence of quantitative data on the 
extent to which financial market de­
velopments increased planned expend­
itures, largely through anticipatory 
effects, results in some, though pre­
sumably a small, overstatement of the 
effect of monetary tightness. As an 
offset, neither the regular OBE-SEC 
survey nor the special foUowup survey 
includes new businesses or businesses 
that did not get started because of 
monetary stringency. This would prob­
ably tend to understate someAvhat the 
overall impact of the 1966 develop­
ments on capital outlays by U.S. 
industry, but again the effect is likely 
to be small. 

On balance, the $500 miUion figure 
appears to be a reasonable estimate of 

the 1966 impact on this sector of the 
economy. Although this figure might be 
subject to an error of as much as 50 
percent in either direction, the total 
impact is obviously a very smaU 
fraction of aggregate plant and equip­
ment expenditures. 

The $500 miUion estimate is, of 
course, designed to cover only the 
direct effects of financial market de­
velopments on 1966 plant and equip­
ment expenditures. This figure would 
presumably have to be increased some­
what as an estimate of the total effect 
of monetary and credit stringency on 
plant and equipment expenditures if 
complete aUowance were made for 
indirect effects. The total impact on 
1966 GNP would of course be moder­
ately larger than the investment reduc­
tions because of the short-run multiplier 
effect of these reductions on business 
activity generaUy. 

Impact by size of firm 
As was noted earlier, although there 

did not appear to be much difference 
in the proportion of smaUer and larger 
firms affected at least to some extent 
by monetary tightness in 1966, the 
relative magnitude of the effect was 
much greater for the smaUer firms. 
This presumably reflects mainly the 
readier access of the large firms to the 
financial markets, particularly in a 
period of credit rationing, but it may 
also reflect a greater abiHty of the 
larger firms to predict financial market 
developments. 

Only about one-fourth of the firms 
that reduced their plant and equip­
ment expenditures in 1966 as a result 
of financial market developments did 
not plan to carry out some of this 
postponed investment in 1967. The 
proportion of expenditures either can­
celed or postponed beyond 1967 was 
higher for the smaUer asset classes than 

T a b l e 3 . — R e d u c t i o n s i n 1966 P l a n t a n d E q u i p m e n t E x p e n d i t u r e s R e s u l t i n g F r o m 1966 F i n a n c i a l M a r k e t D e v e l o p m e n t s : N u m b e r o f F i r m s 
b y A s s e t S i z e 

Nonfinaneial firms only 

Under 
$1,000,000 

$1,000,000 to 
$9,999,999 

$10,000,000 to $50,000,000 
and over 

All sizes 
AU firms i 

1. AU firms answering question on 1966 impact of Snandal market developments (question 
5a) 2. 

2. Number indicating no reductions (question 5a) ^ _ _. _ 

3. Number indicating reductions in plant and equipment expenditures because of financial 
market developments (question 5a) 2 

4. Number indicating both reductions in plant and equipment expenditures (question 5a) 
and financial market conditions as a factor accounting for an appreciable deriation be­
tween actual and planned expenditures (question 2g) ^ 

Number indicating significant reductions occurring in (question 6) 2 3.. 
a. First quarter 
b. Second quarter 
c. Thhrd quarter. — , 
d. Fourth quarter 

6. Number indicating reductions amounting to (question 7) î 
a. Less than S percent of actual plant and equipment expenditures.. 
b. S percent to 9.9 percent. 
c. 10 percent to 24.9 percent 
d. 25 percent to 49.9 percent.. 
c. SO percent or more 
f. Amount not specified 

7. Number expecting to carry out in 1967 (question 10) ': 
a. None of the eliminated 1966 plant and equipment expenditures.. 
b. Some of the eliminated 1066 plant and equipment expenditures.. 
c. Most of the eliminated 1966 plant and equipment expenditures.. 
d. AU of the eliminated 1966 plant and equipment expenditures 
c. Not specified. 

Number mentioning as cause of reductions (question 9) ^: 
a. Else in interest rates, totaU 

Business outlook eflfect 
Cost of financing effect... 

b. Decline in the stock market, total* 
Business outlook effect 
Cost of financing effect 

c. Difficulties in raising funds from financial institutions, total <.. 
Unattractiveness of lending conditions (other than interest rates). 
UnwilUngncss of institution to supply desired funds 

d. Difficulties In raising funds from capital markets, total * 
Unattractive terms (other than offering iirice or yield). 
Unwillingness of underwriters to handle issue 

e. other financial market developments 

847 
802 

1,533 
1,439 

35 

817 
773 

44 

20 

703 
666 

37 

26 

3,900 
3,680 

220 

100 

18 
47 

143 
165 

53 
101 
36 

72 
126 
36 
26 
14 
95 
33 
69 
19 

• 10 
7 

4,275 
4,047 

228 

101 

18 

149 
170 

23 
54 
80 
34 
23 
14 

54 
106 
36 
9 

22 

167 
76 

126 
36 
26 
14 
95 
33 
69 
10 
10 
7 

46 

1. Includes financial institutions«s weU as a smaU number of nonfinaneial firms for which 
asset-size information was not avaUable. 

2. Question numbers refer to questionnaire (see Technical Notes). 
3. Some firms indicated more than 1 quarter. 
4. Includes firms which indicated both, or which did not distinguish between, (a) business 

outlook and cost of financing effects and/or (6) unattractiveness of lending conditions and 
unwillingness of institutions to supply desired funds. 

Sources: U.S. Department of Commerce, Office of Business Economics, and Seourities and 
Exchange Commission. 
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for the largest. A relatively smaU 
proportion of firms in aU size classes 
planned to restore in 1967 aU of the 
cutbacks in their 1966 plant and equip­
ment programs related to financial 
market developments. The great major­
ity of the firms planned to make up 
"some" or "most" of these 1966 invest­
ment reductions in 1967, with "some" 
a more common response than "most," 
particularly for the smaUer size classes. 

Interest rates most important 

The firms that indicated a reduction 
in their 1966 plant and equipment 
expenditures as a result of financial 
market developments most commonly 
attributed the reduction to the rise in 
interest rates. The rise in interest rates 
was considered important more often 
because of its impact on the firm's cost 
of borrowing than because of its in­
fluence on the firm's appraisal of the 
general business outlook. This was 
esp,eciaUy true of the firms in the larger 
size classes, which were much less con­
cerned than the smaUest companies 
•with the impact of higher interest rates 
on the general business outlook. I t may 
be recaUed that the impact on the firm's 
cost of borrowing is more clearly 
autonomous than the influence on the 
firm's appraisal of the general business 
outlook, much of which may be re­
garded as indirect at least in a longer 
run perspective. 

The second most common reason 
given for the reduction in 1966 ex­
penditures was difficulty in raising 
funds from banks or other financial in­
stitutions, a type of capital rationing 
effect; this again is addressed primarily 
to the cost of borrowed rather than 
equity funds. Here, the unwillingness of 
institutions to supply the desired funds 
seemed more important than the un­
attractiveness of lending conditions 
other than interest rates. 

The decUne in the stock market was 
cited much less frequently as a financial 
market development accounting for the 
reduction in 1966 expenditures, and 
difficulty in raising funds from the 
capital markets (either stock or bond) 
was cited even less often. It is interest­
ing, though perhaps not surprising, that 
unlike the situation in the bond market. 

the decline in the stock market was 
considered important more often be­
cause of its effect on the firm's ap­
praisal of the general business outlook 
than because of its impUcations for the 
firm's cost of equity capital. However, 
this was more true of firms in the 
smaUest size class than of firms gen­
eraUy. Although there were no con­
sistent differences in the proportions of 
companies in the various size classes 
that were affected by stock market de­
velopments, it should be noted that 
this finding has no necessary impUca­
tions for the relative access to stock 
financing by smaUer firms, since such 
firms may have planned to rely less on 
stock issues for financing their capital 
programs than the larger companies. 

Industry differences 
Table 4 presents a breakdown by 

industry rather than by assets for firms 
stating that they had made some reduc­
tion in 1966 plant and equipment 
expenditures as a result of financial 
market developments. In view of the 
relatively smaU number of firms indi­
cating some reduction, only five iadus­
try groups are segregated, viz., manu­
facturing, utilities (including cornmuni-
cations), finance, trade, and an aU-other 
category, which includes railroads, air­
lines, trucking, pipelines, construction, 
services, and mining. The proportion of 
firms affected by monetary restrictions 
in 1966 was greater for the utiUties than 
for any other group. This apparently 
cannot be attributed to the larger 
average size of the utiUties skice, at least 
for nonfinaneial industries combined, 
there was not much difference.in the 
proportion of smaUer and larger firms 
affected by monetary tightness in 1966. 

In contrast, the relative magnitude of 
the reduction in 1966 outlays was 
smaUer for the typical utiUty firm than 
for other firms; however, it is not pos­
sible to determioe the extent to which 
this simply reflects the larger average 
size of the utiUties. 

For the utiUties, the rise in interest 
rates was somewhat more important 
and the decline ui the stock market 
somewhat less important than for the 
other firms which stated that they had 
reduced their 1966 plant and equip­
ment expenditures because of financial 
market developments. Moreover, to a 
much greater ex;tent in the utiUties 
than in the other industries, it was the 
cost of financing rather than the busi­
ness outlook effect that predominated. 

Other findings for 1966 
For the firms indicating reduced 1966 

plant and equipment expenditures due 
to financial market developments, some 
additional breakdowns were carried out: 
Actual sales and earnings were related 
to expectations (above or below ex­
pectations as indicated by questions 
2a* and 2c**), and manufacturing firms 
were classified by the percentage of 
capacitj'- utiUzed (in June 1966 as in­
dicated in periodic reports to OBE-
SEC). The more interesting findiags 
may be summarized briefly. A very 
much higher proportion of firms -with 
sales or earnings below expectations 
than of Grins with sales or earnings 
above expectations stated that they had 
cut their expenditures because of finan­
cial developments. SimUarly, firms op­
erating at a low percentage of capacity 
were more prone to reflect the effects of 
monetary tightness than firms generaUy, 
and the magnitude of the impact was 
also Ukely to be greater. 

Effects on 1967 Plant and Equipment Programs 

The impact of 1966 financial market 
conditions was somewhat stronger on 
anticipated plant and equipment ex­
penditures for 1967 than on actual 1966 
expenditures. Table 5 presents basic 
data on the number of firms reporting 
reductions in 1967 investment plans, 
the magnitude of these reductions, and 

the particular aspects of financial market 
conditions that were primarUy respon­
sible. Table 6 shows comparative data, 
derived from tables 3 and 5, on the 
effects of credit stringency on 1966 
investment and 1967 investment plans. 
(See also chart 10.) 

For aU firms combined, including fi-
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nancial institutions, the percentage of 
respondents indicating a reduction in 
plant and equipment expenditures rose 
from 5.3 percent for 1966 to 8.5 percent 
for 1967. There was Uttle variation 
among size groups, except that the $1 
miUion to $10 miUion asset class showed 
higher proportions than other classes 
in both years. The average percentage 
reduction for affected firms decUned 
steadily with size in both years but 
less sharply in 1967. The aggregate re­
duction ranged from one-half of 1 per­
cent of aggregate expenditures to a 
Uttle over 1 percent in 1966 and from 1 
to 2 percent in 1967, doubling for the 
largest size class but showing smaller 
increases elsewhere. 

CHART 9 

Reductions in 1966 Plant and Equipment 
Expenditures Resulting From 1968 Financial 
Market Developments^ 

• Percent of firms indicating reductions in expenditures 

61 5.4 5.3 5.3 

Average- percent reduction in expenditures 
for affected firms 

27.8 
24.7 

19.7 

• Aggregate reductions as a percent of expenditures 
of all firms in size class 

0.9 1.2 0.8 0.5 

U n d e r 

$1 mil . 

$ l - $ 9 . 9 

mil . 

$ I 0 - $ 4 9 . 9 

mil. 

$ 5 0 mil. 

& over 

ASSET SIZE CLASSES 

1. Reductions in actual expenditures from what tliey might otherwise have been 
because of developments in the 1966 money and capital markets. 

U.S. Department of l̂ ommerce, Office of Business Economics S7-8-I 
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Estimated national impact for 1967 
An estimate of the dollar reduction 

in 1967 investment plans for the Nation 
as a whole may be obtained by a pro­
cedure simUar to that described for 
estimating the overaU impact on 1966 
plant and equipment outlays. Under 
the assumption that the 1967 programs 
of firms reporting reductions were on 
the average simUar in magnitude to 
the 1966 expenditures of the same firms, 
the reduction within each size class of 
nonfinaneial business can be estimated 
for the sample from the 1966 outlays 
of the affected firms and from the aver­
age percentage reduction reported in 
1967 programs.^* The total reduction 
for financial institutions ia the sample 
may also be obtained in much the same 
way. 

As was indicated previously, nation­
wide estimates of plant and equipment 
expenditures derived from the national 
income and product accounts are avaU­
able for 1966 by size class for nonfinan­
eial business and for financial business 
as a whole (though the universe figures 
represent a somewhat broader coverage 
of industries and expenditure items 
than the OBE-SEC series and the 
sample results are therefore not fuUy 
representative of the universe). Multi­
plying the sample reduction in 1967 
programs by the 1966 ratio of universe 
outlays to outlays for aU sample firms 
within each class and summing over 
classes, Ave obtain an estimated reduc­
tion of $940 mUlion in 1967 programs 
for nonfarm fixed business investment. 

This is probably subject to some up­
ward bias for reasons already indicated 
in our discussion of the method of 
calculation. Furthermore, since less 
than 30 percent of the firms with 
reduced 1966 outlays were included 
among those reducing 1967 programs, a 
partial offset to the estimated reduction 

" The average percentage reduction of affected firms, 
which has as Its base programs after the reduction due to 
credit stringency, was computed from the frequency distri­
bution in lines 4a-4e of table 5—utilizing the midpoint for 
each closed-end class interval and a value of 75 percent for 
the open-end interval. This procedure probably leads to 
some upward bias in tho average, which considerably ex­
ceeds the estimated median for the frequency distribution. 
Further overstatement of the aggregate sample reduction 
in 1967 programs may arise because the programs of the firms 
affected, since they are known to have been reduced because 
of credit restraint, may in fact be expected to fall a little 
short of the 1966 expenditures of these firms. However, an 
offsetting consideration is tho prospective moderate rise in 
1967 investment expenditures over 1966 as reported In the 
OBE-SEC survey. 

August 1967 

presumably results from the fact that 
one-fifth of the former group expected 
to carry out inost or aU of the eliminated 
projects during 1967, whUe an addi­
tional 50 percent planned to carry out 
at least some of the eliminated in­
vestment. Thus, the net effect of the 
1966 credit stringency on 1967 plant 
and equipment programs may be weU 
under $1 biUion." The margin of error 
in the $940 miUion estimate may be as 
much as 50 percent in the downward 
direction but less in the upward direc­
tion because of the predominance of 
considerations that are expected to 
lead to upward bias.*^ It is quite likely 
that, in view of the wording of the 
questionnaire, this figure includes a 
somewhat higher proportion of indirect 
effects than the estimate for 1966. 

The relatively slow reaction of the 
largest firms to the 1966 credit strin­
gency is suggested by the greater in­
crease from 1966 to 1967 in the ag­
gregate percentage reduction in fixed 
investment, as compared with smaUer 
firms. This slow reaction is not un­
expected in view of the greater f ormaUty 
and rigidity of the capital programs of 
the largest firms, the long lead times for 
much of their equipment, and perhaps 
their more advanced arrangements for 
financing. This evidence of a lag in the 
response of larger firms confirms the 
suggestion implicit in the distribution 
by quarters of reductions in 1966 
investment. I t may be noted from lines 
5c-5d of table 3 that the number of 

•< This is much smaller than the estimated Impact on 1967 
plant and equipment programs of the suspension of the 
investment tax credit and of certain accelerated depreciation 
procedures. According to a special OBE-SEC survey on 
the impact of the investment tax credit suspension (enacted 
November 8, 1966, and retroactive to October 10, 1966), it 
was estimated that 1967 plant and equipment expenditures 
would be reduced by $2.3 billion. It should be noted that this 
survey was undertaken before the suspension was revoked 
in June 1967 retroactive to March 10,1967. 

"The estimated national impact is more subject to upward 
bias for 1967 programs than was the case for 1966 outlays. 
First, for affected firms the average percentage reduction 
used in the computations was based on the midpoints of class 
intervals (whereas in the 1966 estimate an Intermediate 
value between tho upward-biased average and the down­
ward-biased median was.used). Secondly, the offset—In 
terms of the high proportion of firms adding some or all of the 
expenditures eliminated in 1966 to thehr 1967 programs—is 
believed to be larger in 1967 (though even in 1966 some offset 
existed since a few firms reported increases in capital pro­
grams as a result ot credit restraint). It may be inferred that 
a very substantial proportion of firms reporting reductions 
in 1966 but not in 1967 programs must have increased the 
latter as a result of 1966 credit conditions. Even firms report­
ing reductions in both years may have failed to "net out" 
the expenditures postponed from 1966 to 1967 in reporting 
the reductions in their 1967 programs, thus overstating the 
impact on the latter. 
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firms reporting reductions rose by one-
fourth from the third to the fourth 
quarter of 1966 for the two largest 
size classes but only by about half that 
percentage for the smaller firms. 

Business outlook more important 
The responsibUity attributed to par­

ticular aspects of 1966 credit con­
ditions is much the same for reductions 
in 1967 programs as for reductions in 
1966 expenditures, but some differences 
may be noted. (See table 6, lines 4-7.) 
For the two largest size groups, the 
proportion of affected firms mention­
ing the rise in interest rates is sub­
stantially higher in the case of the 
1967 programs, rising to between 87 
percent and 90 percent. However, the 
increase is due almost entirely to those 

CHART 10 

Reductions in 1967 Plant and Equipment 
Expenditure Programs Resulting From 1966 
Financial Market Developments^ 

• Percent of firms indicating reductions in programs 

8.7 9.9 

• Average percent reduction in programs 
for affected firms 

23.4 
21.1 

• Aggregate reductions as a percent of programs 
of all firms in size class 

1.5 
2.0 

1.0 1.1 

Under 
$1 mil. 

$l-$9.9 
mil. 

$10-$49.9 
mil. 

$50 mil. 
& over 

A S S E T SIZE CLASSES 

I . Reductions in planned 1967 expenditures Irom wliat they might otiierwise have 
been because of developments In the 1966 money and capital marliets. 

U.S. Department of Commerce, Otlice cf Business Economics 67-8-10 

mentioning the busin ess outlook rather 
than the cost of financing and thus 
probably reflects in large part indirect 
or expectational effects associated with 
actual or expected faUure of sales to 
grow as rapidly as in the absence of 
credit restraints. 

Difiiculty in raising funds from in­
termediaries is mentioned less fre­
quently, particularly by the largest 
and smallest firms, but it is stUl an 

important factor for over one-third 
of the firms reducing 1967 programs. 
The effect of the stock market decline 
is higher than in 1966 for the two 
middle size groups, affecting more than 
one-fifth of the firms in this' range, 
but lower for the two extreme groups. 
As in the case of interest rates, the J 
business outlook aspect increases iu r 
importance from 1966 to 1967 relative h 
to the cost aspect, particularly for the / 
larger firms. 

Effects on Inventory Investment 

The impact of 1966 credit conditions 
on 1966 inventory investment appears 
to be about the same in dollar value as 
on fixed investment, and again there 
is some suggestion of an increased reac­
tion in 1967. Table 7 presents basic data 
on the frequency and magnitude of re­
ported reductions in 1966 inventory in­
vestment and on the particular financial 
market conditions to which these were 
attributed, while table 8 compares the 
effects of credit stringency on actual 
1966 and planned 1967 inventory 
investment. 

For aU firms combined, including 
financial institutions, only 3.7 percent 
of the respondents and only 1.0 percent 
of firms with assets over $50 miUion 
reported reductions in 1966 inventory 
investment. However, the percentage 
for aU firms rose to 6.6 percent for 1967 
investment plans. The largest firms 
showed the greatest increase though 
they stUl reported reductions less fre­
quently than smaUer firms, especiaUy 
those in the $1 million to $10 miUion 
asset size class (chart 11). In both years, 
the percentage of firms affected was 
higher for the trade group than for 
other major industry groups (table 9). 

When reductions occurred, their aver­
age size was surprisingly large. In 1966, 
they amounted to almost 11 percent 

" The average percentage reduction, which has as its base 
actual yearend inventories at book value, was computed 
from the frequency distribution shown in lines 6a-5d ot 
table 7, utilizing the midpoints of the closed-end class inter­
vals. The open-end interval is troublesome in this case 
because of the apparently high relative frequency (which 
may bo duo to misinterpretation of the questionnaire). An 
estimated mean of 20 percent, which is probably on tho high 
side, was arbitrarily assigned to this class. 

of end-of-year inventory levels for the 
three smallest size classes and 7 percent 
for the largest, with three-eighths of 
the firms indicating reductions in excess 
of 10 percent." Information as to the 
magnitude of the reduction was not 
avaUable for 1967 investment plans. 
Some firms may have reported their 
1966 reductions as percentages of their 

CHART 11 

Reductions in 1968 Inventory Investment 
Resulting From 1966 Financial Market 
Developments^ 
• Percent of firms indicating reductions in 

inventory investment 

• Average reduction as a percent of yearend 
inventories for affected firms 

10.7 10.6 10.6 

1 1 1 • 
Aggregate reduction as a percent of yearend 
inventories of all firms in size class 

0.6 

Under 
$1 mil. 

$1 -$9.9 $10-$49.9 
mil. mil. 
A S S E T SIZE CLASSES 

$50 mil. 
& over 

1. Reductions in actual investment from what It might otherwise have been 
because of developments in the 1966 money and capital markets. 

U.S. Department of Commerce, Office of Business Economics G 
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1966 inventory investment rather than 
their total yearend holdings; in that 
case, the estimate derived below of the 
overaU impact on 1966 inventory out­
lays may represent a considerable over­
statement. 

The aggregate reduction in 1966 
inventory investment mthin each size 
class of nonfinaneial business may be 
estimated for the sample from the 

yearend inventory holdings of affected 
firms and the average percentage reduc­
tion that they reported in these holdings. 
Expressed as a fraction of yearend 
stocks of all responding firms, the 
aggregate reduction decreased sharply 
vnth size from 0.6 percent to 0.1 percent. 

Estimation of national impact 

UtUizing a distribution by size class 

of the nationwide estimate of $161 
bUlion for inventories held by nonfarm, 
nonfinaneial business in 1966, we esti­
mated the overaU impact of credit 
restraint on outlays for such inventories 
in that year by multiplying the aggre­
gate sample reduction in doUar terms, 
as described above, by the ratio of 
universe-to-sample inventory levels for 
each size class and summing over 

T a b l e 6 . — I m p a c t o f 1966 F i n a n c i a l M a r k e t D e v e l o p m e n t s o n 1966 P l a n t a n d E q u i p m e n t O u t l a y s a n d 1967 P r o g r a m s , N o n f i n a n e i a l F i r m s 
b y A s s e t S i z e 

[By percent] 

1966 outlays—Finns with assets of— 

Under 
$1,000,000 

$1,000, ,000 
to $9,999,999 

$10,000,000 
to $49,999,999 

$50,000,000 
and over 

1967 programs—Firms with assets of— 

Under 
$1,000,000 

$1,000,000 
to $9,999,999 

$10,000,000 
to $49,999,999 

$50,000,000 
and over 

1. Percentage of firms indicating reduction inoutlays_ 

2. Average percentage reduction for affected firms '.— —-

3. Aggregate reduction as a percentage of outlays for all firms in size 
class ' .--_ 

4. Percentage of affected firms mentioning rise in interest rates as cause 

of reduced outlays 

5. Percentage of affected firms mentioning decline in stock market 

6. Percentage of affected firms mentioning diffloulties in raising funds 
from financial institutions 

7. Percentage of affected firms mentioning difficulties in raising funds 
from capital markets - _ 

5.3 

27.8 

.92 

66.7 

17.8 

46.7 

4.4 

6.1 

25.3 

1.19 

75.5 

16.0 

43.6 

8.5 

5.4 

19.7 

.82 

79.5 

15.9 

40.9 

9.1 

5.3 

13.2 

.60 

73.0 

16.2 

40.5 

13.5 

8.8 

23.4 

1.48 

60.0 

11.7 

33.3 

3.3 

10.0 

21.1 

2.00 

76.6 

23.4 

38.7 

5.8 

8.0 

17. G 

1.04 

86.9 

21.3 

37.7 

8.2 

8.7 

15.9 

90.0 

11.7 

30.0 

5.0 

1. Computed from the frequency distributions in lines 6a-6e of table 3 and lines 4a-4e of 
table 5, using the midpoint ot closed-end class intervals and a value of 75 percent for the open-
end interval. This procedure probably leads to some overstatement ot the average. 

2. Computed by multiplying line 2 by 1966 plant and equipment expenditures of firms 
reporting reduction and dividing by expenditures of all firms. In the case of 1967 programs 

there is an implicit assumption that, for firms reporting reduction, these programs on the 
average were similar in magnitude to 1966 expenditures ot the same firms (see text). 

Sources: U.S. Department of Commerce, Offlce of Business Economics, and Seourities and 
Exchange Commission. 

Table 7.—^Reductions in 1966 Inventory I n v e s t m e n t Resu l t ing From 1966 Financia l Market Deve lopments : N u m b e r of F irms by A s s e t 
S i z e 

Nonfinaneial firms, only 

Under 
$1,000,000 

819 

780 

39 

3 
5 

25 
23 

4 
8 
8 

13 
6 

29 
23 
19 
11 
11 
4 

20 
5 

15 
2 
1 
1 
4 

$1,000,000 to 
$9,999,999 

1,500 

1,428 

72 

6 
21 
51 
59 

4 
18 
21 
28 
1 

63 
33 
53 
15 
12 
3 

32 
15 
21 
4 
3 
1 

15 

' 
$10,000,000 to 

$49,999,999 

803 

773 

30 

2 
5 

19 
28 

0 
9 

10 
10 
1 

23 
12 
17 
5 
4 
1 

14 
6 

11 
2 
1 
1 
5 

$50,000,000 
and over 

687 

680 

7 

0 
1 
3 
6 

0 
4 
2 
1 
0 

7 
3 
6 
1 
1 
0 
0 
0 
0 
0 
0 
0 
0 

AU sizes 

3,809 

3,661 

148 

11 
32 
98 

116 

8 
39 
41 
52 
8 

122 
71 
95 
32 
28 
8 

66 
26 
47 
8 
5 
3 

24 

All 

firms' 

4,047 

3,899 

148 

11 
32 
98 

116 

8 
39 
41 

.52 
.8 

122 
71 
95 
32 
28 
S 

66 
26 
47 
8 
5 
3 

24 

1. All firms answering question on 1966 impact of financial market developments on inventory ex­
penditures (question 5b) 2 

2. Number Indicating no reduction (question 5b) -.. 

3. Number indicating reduction (question 5b)= 

4. Number indicating significantreductions occurring in (question 6) -
a. First quarter 
b . Second quarter 
c. Third quarter 
d. Fourth quarter 

5. Number indicating reduction amounting to (question 8) ^'. 
a. Less than 2 percent ot actual 1966 year-end inventories. 
b . 2 percent to 4.9 percent 
0. 5 percent to 9.9 percent 
d. 10 percent or more 
e. Amount not specified -

6. Number mentioning as cause of reduction (question 9) -: 
a. Bise in interest rates, total <-

Business outlook effect 
Cost of financing effect -

b . Decline in the stock market, total *. 
Business outlook effect-
Cost ot financing effect. - - -

c. Difllculties in raising funds from flnanciallnstitiitions, totaH. 
Unattractiveness ot lending conditions (other than interest rates) -
Unwillingness of institutions to supply desired funds 

d. Difllculties in raising funds irom capital markets, total ' 
Unattractiveness of terms (other than offering price or yield) 
Unwillingness of underwriters to handle issues 

e. Other financial market developments - -

1. Includes financial institutions as well as a small number of nonfinaneial firms for which 
asset-size information was not available. 

2. Question numbers refer to questionnaire (seo Technical Notes). 
3. Some firms indicated more than one quarter. 
4. Includes firms which indicated both, or which did not distinguish between, (a) business 

outlook and cost of financing effects and/or (b) unattractiveness ot lending conditions and un­
willingness of institutions to supply desired funds. 

Sources: U.S. Department of Commerce, Offlce of Business Economics, and Seourities and 
Exchange Commission. 
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classes. This procedure yields a value 
in the neighborhood of $500 million, 
which must, however, be considered 
subject to an even larger margin of 
error than are plant and equipment 
outlays.^* In view of the greater number 

>8 The figure is relatively sensitive to the treatment of the 
rather large open-end interval In the frequency distribution 
of the percentage reduction for affected firms. It varies from 
$440 million, if in computing the average percentage reduc­
tion wo assign a value ot 15 percent to all firms in the range 
over 10 percent, to $530 million, it we assign a value of 20 
percent. 

of firms reporting reductions in 1967 
inventory investment plans than in 
1966 investment, the overall impact on 
planned additions to inventory for the 
current year may be expected to exceed 
$500 milUon, but data for a more 
precise estimate are not available. 

Size effects 

Even more than in the case of fixed 
investment outlays, there is evidence of 

relatively slow reaction by the larger 
firms, with the number reporting re­
ductions in inventory investment in 
the fourth quarter of 1966 increasing 
very substantially over the third quarter 
for the two larger size groups but not 
for the smaller firms (table 7). Further­
more, the largest size group experienced 
by far the greatest increase in the 
proportion indicating reductions in 1967 
inventory investment plans as com-

T a b l e 8 . — I m p a c t o f 1966 F i n a n c i a l M a r k e t D e v e l o p m e n t s o n 1966 I n v e n t o r y I n v e s t m e n t a n d 1967 I n v e n t o r y P l a n s , N o n f i n a n e i a l F i r m s b y 
A s s e t S i z e 

(By percent]' 

1. Percentage of firms indicating reduction in investment 

3. Agreggate reduction as a percentage of inventory holdings of 

4. Percentage ot affected firms mentioning rise in interest rates. 

5. Percentage ot affected firms mentioning decline in stock 

6. Percentage of affected firms mentioning difficulties in raising 

7. Percentage cf affected firms mentioning difficulties in raising 

1966 investment—Firms with assests of— 

Under 
$1,000,000 

4.8 

10.7 

.64 

74.4 

28.2 

51.3 

5.1 

$1,000,000 to 
$9,999,999 

4.8 

11.0 

.50 

87.5 

20.8 

44.4 

5.6 

$10,000,000 to 
$49,999,099 

3.7 

10.6 

.20 

76.7 

16.7 

46.7 

6.7 

$60,000,000 
and over 

1.0 

7.0 

.11 

100.0 

(<) 

(<) 

W 

1967 investment plans—Firms with assets ot— 

Under 
$1,000,000 

6.4 

(2) 

(2) 

57.1 

21.4 

38.1 

9.5 

$1,000,000 to 
$9,999,999 

8.7 

w 

81.0 

25.0 

40.5 

6.9 

$10,000,000 to 
$49,999,999 

6.2 

(2) 

(2) 

93.5 

23.9 

37.0 

4.3 

$50,000,000 
and over 

5.0 

(2) 

(2) 

91.2 

14.7 

20.6 

5.9 

1. Computed from the frequency distribution in lines 5a-5d of table 7, using the midpoint and dividing by end-of-year inventory ot all responding firms. 
ot closed-end class intervals and a value of 20 percent for the opeuKind interval. This proced- 4. Percentage not meaningful due to size ot sample. 
"1.'No^t\''vailaWe' '" " " ^ o^^t^^ment ot the average. ^^^^^^, ^_S_ Department ot Commerce, Offlce of Business Economics, and Securities 

s! Computed by multiplying line 2 by end-of-year inventory ot firms reporting reduction ™d Exchange Commission. 

T a b l e 9 . — R e d u c t i o n s i n 1966 I n v e n t o r y I n v e s t m e n t R e s u l t i n g F r o m 1966 F i n a n c i a l M a r k e t D e v e l o p m e n t s ; N u m b e r o f F i r m s b y M a j o r 
I n d u s t r y 

r 
1. All firms answering questioKpn 1966 impact of financial market developments on Inventory expenditures (question 5b)2. 

2. Number indicating no reduction (question 5b)2 

3. Number indicating reduction (question 5b)2. 

4. Number indicating significant reductions occurring in (question 6)2 2; 
a. First quarter 
b. Second-quarter - - - -
c. Third quarter... - — 
d. Fourth quarter. 

. Number indicating reduction amounting to (question 8)2: 
a. Less than 2 percent of actual 1966 year-end inventories. 
b. 2 percent to 4.9 percent 
c. 5 percent to 9.9 percent , 
d. 10 percent or more 
e. Amount not specified 

Number mentioning as cause of reduction (question 9)2; 
a. Kise In Interest rates, total < -

Business outlook effect 
Cost of financing effect 

b. Decline in the stock market, total' 
Business outlook effect 
Cost of financing effect 

c. Difficulties In raising funds from financial institutions, total' 
Unattractiveness of lending conditions (other than interest rates). 
Unwillingness of Institutions to supply desired funds 

d. Difficulties in raising funds from capital markets, total« 
Unattractiveness of terms (other than offering price or yield) 
Unwillingness of underwriters to handle issues.. 

c. Other financial market developments... 

Manufac­
turing 

2,013 

1,938 

75 

Trade 

883 

828 

55 

5 
12 
37 
40 

4 
11 
16 
21 
3 

47 
32 
38 
14 
14 
0 

24 
12 
14 
3 
3 
0 
6 

All I other 

1,151 

1.133 

18 

1 
2 
9 

16 

1 
5 
4 
6 
2 

IS 
11 
9 
3 
3 
3 
G 
1 
5 
0 
0 
0 
6 

All in­
dustries 

4,047 

3,899 

148 

11 
32 

116 

41 
52 
8 

122 
71 
95 
32 
28 
8 

66 
26 
47 
8 
5 
3 

24 

1. Includes utilities, communications, finance, rail and other transportation, construction, 
m'ning, and services. 

2. Question numbers refer to questionnaire (see Technical Notes). 
3. Some firms indicated more than one quarter. 
4. Includes firms which indicated both, or which did not distinguish between, (a) business 

outlook and cost of financing effects and/or (b) unattractiveness ot lending conditions and 
unwillingness of institutions to supply desired funds. 

Sources: U.S. Department of Commerce, Offlce of Business Economics, and Securities 
and Exchange Commission. 
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pared with those reducing 1966 invest­
ment, while the smallest size group 
experienced the smallest increase (table 
8). The slower reaction of large firms is 
more difficult to rationaUze for inven­
tory than for fixed investment but may 
perhaps reflect the greater internal 
resources of the large firms to handle 
temporary needs for funds. Also, as in 
the case of plant and equipment ex­
penditures, large firms tend to have 
more formal and rigid cajDital budgets 
than small firms and perhaps more 
advanced arrangements for financing. 

^ Financial factors and inventories 

With respect to the specific factors 
assigned responsibility for the 1966 re­
ductions, the rise in interest rates, the 
decline in the stock market, and diffi­

culties in raisiag funds from inter­
mediaries were aU mentioned a little 
more frequently by the smaller firms 
for inventories than for plant and equip­
ment. This suggests that multiple 
factors were more frequently at work. 
With reference to 1967 inventory plans, 
the larger firms mentioned the effecits 
of interest rates more frequently and 
the smaller firms less frequently than 
in the case of 1966 inventory invest­
ment, while difficulties in raising funds 
from intermediaries were also mentioned 
less frequently by the smaUer firms. 
In both years, the number of firms 
mentioning the cost aspect of interest rate 
developments somewhat exceeded the 
number indicating the business outlook 
aspect, while the eflfect on the cost of 
funds of the stock market decline was 
of negligible importance. 

Summary and Conclusions 

While the major objective of our 
special survey is to provide as reliable 
an estimate as possible of the quantita­
tive impact of last year's monetary 
stringency on business investment, the 
survey also makes available a wealth 
of other data on factors affecting busi­
ness investment programs. It may be 
noted that the most interesting diflfer­
ence between the 1966 results on the 
relative importance of various factors 
affecting business investment programs 
and earlier results for 1949 and 1955 
(obtained from similar though con­
siderably less comprehensive surveys) 
was the increased influence of both 
financial market developments and of 
capital goods supply conditions in ef­
fecting reductions in planned plant and 
equipment expenditures. 

Since monetary tools have been in­
creasingly relied upon for economic 
stabilization purposes, it seems im­
perative that we gain more insight into 
the eflfectiveness of these tools and their 
impacts on different sectors of the 
economy. Until this survey, no reason­
ably satisfactory estimates of the effect 
of monetary policy on business invest­
ment have been available, even though 
business expenditures on plant and 

equipment and inventories consti­
tute a high proportion of the total 
investment that credit policy is de­
signed to affect. 

On the basis of data coUected in the 
survey, financial market developments 
in 1966 are estimated to have resulted 
in a reduction of approximately $500 
million, or two-thirds of 1 percent of 
that year's $75 biUion total of non­
residential, nonfarm fixed investment. 
The aggregate eflfect on nonfarm inven­
tory investment in 1966 was of the 
same general order of magnitude, also 
amounting to an estimated $500 million, 
as compared •with actual investment of 
$13.7 biUion and a stock of nonfarm 
business iaventories of $151 biUion at 
the yearend. These estimates may 
include some indirect effects, reflecting 
the failure of sales to grow as rapidly as 
in the absence of credit restraint. 

The restrictive impact of the 1966 
credit squeeze on business investment 
increased significantly from the first to 
the fourth quarter of the year and was 
considerably larger on the 1967 invest­
ment programs than on 1966 expendi­
tures. As a result of developments 
associated with the monetary stringency 
in 1966, business plans (made early in 

1967) to invest in plant and equipment 
during 1967 were reduced by an amount 
estimated at somewhat under $1 biUion, 
less than 1 ji percent of anticipated fixed 
investment. Although the available 
data do not permit an estimate of the 
corresponding impact on business in­
ventory investment in 1967, this is 
believed to be higher than the $500 
miUion figure for 1966. The effects on 
business investment for 1966—and 
probably to a greater extent also for 
1967—would be increased somewhat if 
fuU aUowance is made for the indirect 
effects of the 1966 financial market 
developments, which would initiaUy be 
expected to increase as the period of 
time is extended. 

These estimated effects of monetary 
poHcy in 1966 on business investment 
in 1966 and 1967 seem quite smaU in 
almost any perspective, particularly 
when it is recaUed that last year vnt-
nessed one of the periods of greatest 
credit stringency in many decades. 
There is interest not only in the smaU 
size of the "ultimate" impact but also 
in the significant lag between monetary 
action and any appreciable effect on 
business investment; this reflects both 
the time required to intensify monetary 
restrictions and the relatively slow im­
pact on the large firms, which account 
for a high proportion of total invest­
ment. Apparently, not until the third 
quarter of 1966—more than 6 months 
after the decision to implement signifi­
cant monetary restrictions—were even 
the smaU average 1966 effects on plant 
and equipment and inventory invest­
ment achieved. The somewhat larger 
1967 effects, which were indicated even 
after the restrictive policy was reversed, 
were of course associated \vith signifi­
cantly longer time lags. Lags tended to 
be shorter and the impact somewhat 
severe for the smaUer firms. 

The relatively small and significantly 
delayed overaU impact of monetary 
pohcy on business investment is in 
interesting contrast to the shock effect 
of such poHcy on investment in housing. 
Although we do not have a reUable 
framework for estimating the effect of 
the credit stringency on housing, the 
rough magnitude of the effect seems 
reasonably clear. Housing investment 
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had been quite stable from 1964 
through the first quarter of 1966. It 
started to decline in the second quarter 
of 1966, apparently largely in response 
to developments in the financial markets, 
and showed major weaknesses in the 
third and fourth quarters, declining 
$6.1 biUion or 23 percent from a 
seasonaUy adjusted annual rate of 
$27.0 billion in the first, quarter to 
$20.9 billion in the fourth. There were 
time lags here as weU, but even by the 
third quarter, housing investment had 
declined $3.3 biUion at an annual rate, 
or 12 percent, froin the first quarter. 
As compared with either the 1965 or 
first quarter 1966 rate, the reduction 
in housing investment. for the entire 
year 1966 amounted to $2.6 billion, or 
close to 10 percent. 

Thus, it appears that monetary 
pohcy impinges to a much greater 
extent on the housing market, than on 
business investment and that the former, 
unlike the latter, bears much of the 
brunt of economic stabilization through 
monetary poUcy. I t should be pointed 
out, however, that as compared with 
business investment, housing presum­
ably is also more greatly (and favorably) 
affected by monetary pohcy designed 
to stimulate investment during reces­
sionary periods. Therefore, it is not clear 
whether over the entire business cycle 
the net effect of monetary pohcy is 
significantly greater for housing than 
for business investment. Moreover, 
even in 1966 nonmonetary pohcies may 
have been somewhat more restrictive 
on business investment than on housing. 
Late in the year, the suspension of the 
investment tax credit and of certain 
accelerated amortization procedures im­
posed some fiscal restraint on invest­
ment in plant and equipment expendi­

tures (though the suspension was of 
relatively short duration).'^ Earher in 
the year, the Administration had urged 
voluntary restraint. A consideration of 
the net affects of credit pohcy on housing 
and business investment over the cycle 
and a comparison with available alter­
natives from the viewpoint of economic 
stabilization and development are be­
yond the scope of this article. 

TECHNICAL NOTES 

The questionnaire reproduced below 
was maUed in late March 1967 to all 
firms that currently cooperate in the 
OBE-SEC quarterly surveys of plant 
and equipment expenditures, except for 
certain transportation <• companies 
(among these, only airlines and raU-
roads and trucking companies classified 
as Class I by the Interstate Commerce 
Commission were surveyed). Question­
naires were sent to 8,876 cooperating 
companies; these companies account for 
approximately 70 percent of total non-
agricultural assets of U.S. business 
enterprises. As in the regular quarterly 
surveys, the questionnaires were com­
pleted on a company basis, rather than 
on an individual establishment or plant 
basis. 

Eeplies were received in AprU and 
May 1967 from 4,781 companies, 54 
percent of the firms surveyed. Aggregate 
expenditures for plant and equipment 
in 1966 by the reporting firms were more 
than 60 percent of the $60.6 bUhon of 
such outlays made by aU U.S. firms in 
the scope of the OBE-SEC survey of 
plant and equipment expenditures. Of 
the 4,781 returns, 145 questionnaires 

" These measures, particularly the suspension of certain 
accelerated amortization procedures, may also have had a 
restrictive effect on apartment houses and consequently on 
residential construction. 

could not be meaningfully tabulated 
because of inadequate information. An 
additional 218 questionnaires were re­
ceived too late for tabulation. (Inclusion 
of these returns would not have signifi­
cantly affected the results presented 
here.) The analysis in this article con­
sequently utUizes returns from 4,418 
companies. 

The response rate by industry in 
terms of numbers of firms surveyed was: 
manufacturing, 55 percent; trade, 53 
percent; finance, 69 percent; utilities 
and communication, 52 percent; and 
all other groups, 48 percent. Individual 
company reports Avere examined and 
tabulated only by employees of the U.S. 
Department of Commerce, the Securi­
ties and Exchange Commission, and 
Interstate Commerce Commission. 

Differences in scope between this 
survey and previous but more hmited 
ones conducted in 1950 and 1956 may 
be of interest. The 1950 and 1956 sur­
veys inquired into the reasons for devia­
tions between actual and anticipated 
capital outlays in 1949 and 1955 re­
spectively, essentiaUy paraUehng Sec­
tion I of the current survey, but not 
Sections II and III. The two earher 
surveys were mailed only to certain 
enterprises, chiefly manufacturing, 
whereas the present survey was maUed 
to aU firms regularly cooperating in the 
OBE-SEC quarterly investment sur­
veys (with the exceptions noted earher). 
Moreover, the two earher surveys in­
cluded only those enterprises whose 
actual outlays in the year concerned 
exceeded certain levels (generaUy $5,000 
for 1949 and $10,000 for 1955) and dif­
fered by more than 25 percent from 
their early anticipations (15 percent for 
firms with assets of $50 miUion and over 
in the survey for 1955). 


